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Role of the International Monetary Fund 


In an address at the 17th Congress of the Interna- 
tional Chamber of Commerce in Washington on 
April 23, 1959, Mr. Per Jacobsson, Managing Director 
of the International Monetary Fund, said that the inter- 
national gold standard had served the world well before 
World War I, providing a monetary basis for an impres- 
sive increase in production and in the standard of living; 
it was therefore natural that, when the war was over, 
governments and the public should have been anxious 
to return to their prewar monetary system. In this 
attempt they were successful for a time, but they failed 
to realize how far certain basic conditions had changed; 
moreover, some stupendous mistakes were made in the 
economic and financial field during the postwar period. 
The postwar system broke down in 1931, and for the 
rest of that decade most countries were beset by a 
grievously high level of unemployment and other diffi- 
culties that seemed to be interminable. When the ques- 
tion of the future monetary system began to be discussed 
during World War II, there was no thought of going 
back either to the conditions which had prevailed before 
the war or to the old gold standard. It seemed clear 
that something new had to be created; and one outcome 
of the deliberations was the establishment of the Inter- 
national Monetary Fund. 

The Fund, Mr. Jacobsson said, is designed as a center 
for international monetary cooperation, and to provide 
financial assistance in order to help member countries 
to overcome temporary difficulties in their balances of 
payments, and thus enable them to correct maladjust- 
ments in their economies without resorting to policies 
that would be harmful to national or international pros- 
perity. It was specifically laid down that the Fund was 
not to be concerned with the task of postwar reconstruc- 
tion. To this end, other arrangements—particularly the 
Marshall Plan—were made, and countries receiving 
assistance under such arrangements had no reason to 
turn to the Fund. The same was true of a number of 
other countries that possessed cash balances accumu- 
lated during the war—sterling balances in the hands of 
Commonwealth countries especially, and dollar balances 
owned mostly by Latin American countries. But even 
in those years of little financial business, the Fund was 
active in organizing consultations with countries that 
maintained exchange restrictions, in determining the 
practices and principles applicable to the use of its 


resources, in initiating the provision of technical assist- 
ance, and in setting up a training program. 

All this work bore fruit in the busy years which were 
to follow. Toward the end of 1956, the Fund was sud- 
denly called upon to grant assistance to the United King- 
dom to overcome the strain of the Suez crisis, and in 
the following years many other countries in Europe and 
elsewhere made requests for the use of the Fund’s 
resources. The Fund has been increasingly associated 
with the execution of comprehensive stabilization pro- 
grams. France was an outstanding example early in 
1958; other examples have been Argentina, Chile, and 
Turkey. From the inception of its activities, the Fund 
has extended financial assistance totaling $4.2 billion, 
two thirds of which has been granted since the autumn 
of 1956. 

The Fund’s assistance is of a short-term character, 
repayable within three to five years, and is especially 
designed to strengthen the reserve position of the 
assisted country. The countries putting into effect stabi- 
lization programs naturally need other kinds of resources 
related to special categories of payments (and such 
assistance has been furnished by U.S. Government 
agencies, commercial banks, and the European Pay- 
ments Union) or of a more long-term character appro- 
priate for investment financing. A noteworthy feature 
of the various stabilization efforts has been that the 
Fund’s assistance has been supplemented by substantial 
credits from other sources, under so-called “parallel 
arrangements.” 

Mr. Jacobsson emphasized the fact that the Fund is 
not replacing the private banking system; rather, it is 
helping to establish conditions under which private 
banking can operate more securely. In this way the 
Fund is able to supplement the market forces in situa- 
tions where the market itself cannot do the work that 
is needed. The private banking system would, for 
instance, find it difficult, not to say impossible, to cope 
with the strain of such an acute emergency as the Suez 
crisis. At such a time, substantial sums have to be 
provided promptly, at considerable risk, under condi- 
tions which are hardly suitable for institutions respon- 
sible for funds belonging to depositors and shareholders. 

Moreover, private banks cannot negotiate stabiliza- 
tion programs. When a country is clearly in an unbal- 
anced condition, private banks may properly be deterred 
by the risks involved from granting further credit facili- 
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ties. Only if a comprehensive program is adopted and 
put into effect will the risks be reduced. But once the 
programs are agreed upon, and Fund assistance has been 
extended, the banks can give valuable support; and 
when the programs succeed, the banks obtain new 
opportunities for business. Experience shows that coun- 
tries are willing to discuss their affairs much more 
frankly with Fund officials than with representatives of 
private banking institutions or individual governments. 
This is, of course, of particular importance when it 
comes to the elaboration of effective stabilization 
programs. 

The Fund, Mr. Jacobsson said, is not just another 
additional source of credit, but is recognized more and 
more as a source of credit that is available in substan- 
tial amounts only to member governments that have 
satisfied the Fund of their intention and capacity to 
restore balance. Thus, assistance obtained by the 
United Kingdom in December 1956 was granted on the 
basis of a declaration by the British Government that 
strict financial and credit policies would be pursued, that 
quantitative restrictions would not be reimposed, and 
that the value of sterling would be maintained. It has 
become a regular feature of all important Fund trans- 
actions that the governments receiving assistance inform 
the Fund about the policies which they intend to follow. 

The Fund has found in countries all over the world 
persons in the administration and in the central banks 
who possess great expert knowledge and are fully aware 
of the measures that have to be taken to maintain or 
restore a balanced position. In most cases, however, it 
is the political authorities—subject to many conflicting 
pressures—that have to put the measures into effect. 
For that they need courage and determination in the 
face of difficulties that are often great. After years of 
inflation, stability will not, as a rule, be attained without 
a period of strain, and even of austerity. However, since 
gradually it is becoming realized that prolonged inflation 
saps the productive power of the individual countries, 
more and more governments now seem ready to accept 
the initial difficulties inherent in the establishment of 
sound money as the only reliable basis for a sustained 
growth of their economies. 

The ability of the Fund over the last three years to 
grant assistance promptly, and on a considerable scale 
when difficulties arose, was due to the fact that in the 
immediately preceding period there had been very few 
transactions, and that nearly all those earlier drawings 
had been repaid, so that most of the Fund’s resources 
in gold and convertible currencies were intact. How- 
ever, the many transactions with the Fund in this period 
considerably reduced the amount of its uncommitted 
resources. Therefore, since the Fund’s 1958 Annual 
Meeting steps have been taken to increase the resources 
of the Fund. After outlining these steps, Mr. Jacobsson 
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said that if all countries were to consent to the increases 
that had been proposed, the Fund’s resources would be 
enlarged by $5.8 billion, including gold payments of 
about $1.4 billion; the Fund’s holdings of gold, and of 
the six currencies which have been drawn upon in recent 
years, would be increased by 75 per cent. In consider- 
ing the need for the enlargement of resources, account 
was taken of the fact that in the last decade the volume 
of world trade has nearly doubled. And since 1944, 
when the amount of the Fund’s quotas was determined, 
commodity prices in terms of dollars have risen by at 
least 50 per cent, so that the increase suggested will not 
do much more than restore in real terms the original 
endowment of the Fund. The significance of the pro- 
posed increase is not so much that it will improve the 
capacity of the Fund to meet immediately foreseeable 
needs, but rather that it will reinforce the second-line 
reserves available to countries that find themselves in 
temporary balance of payments difficulties, especially 
at times of emergency. The very possibility of access to 
the Fund’s resources on a more substantial scale should 
give members more confidence, and may, indeed, 
encourage them to move faster toward achieving the 
purposes of the Fund than if they had to rely on their 
own resources alone. For this reason, the benefits which 
the Fund can provide are by no means limited to those 
countries which have sought or may seek assistance 
from the Fund; other countries also are bound to profit 
since there is a general interest in the financial rehabili- 
tation of countries in difficulties and, indeed, in the 
establishment of a properly functioning international 
monetary system. 

A country making use of the Fund’s resources will, 
as experience shows, invariably draw the currency of a 
country in a strong reserve position. That is the contri- 
bution which creditor countries make via the Fund. 
But the deficit countries should also make their contri- 
bution; and they do that by correcting maladjustments 
in their economies as they receive assistance from the 
Fund. In that way, a certain balance of responsibilities 
is established in the effort to restore equilibrium in the 
balance of payments relations between the countries. 
No international monetary standard can function with- 
out a certain degree of self-discipline, and this is an 
essential feature of the system that is now being devel- 
oped, with international institutions providing a line of 
secondary reserves which was not available under the 
old gold standard. 

More than the two World Wars, the depression of the 
1930’s became the great divide in modern economic 
thinking. With the breakdown of the gold standard 
through the many devaluations, the rules of that stand- 
ard ceased to command the same allegiance as before. 

But no monetary system can function properly with- 
out a set of rules—and it is one of the essential tasks 
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of the International Monetary Fund to contribute to the 
initiation and acceptance of certain new principles to be 
observed by the various countries and the Fund itself. 
In part, these principles will represent a reformulation 
of the old gold standard rules, but not without some 
important innovations. For one thing, the public sector 
accounts for a much greater part of the economy than 
even before World War II, which means that govern- 
ments inevitably play a greater role in determining eco- 
nomic and financial conditions. 

Experience has already shown that the existence of a 
central monetary institution, supplied with adequate 


reserves, has made it possible to master acute situations 
which otherwise might have led to a disruption of the 
system. Whether one likes it or not, the new system 
will have more important features of conscious manage- 
ment than was true under the old semiautomatic gold 
standard. Some positive results have already been 
obtained, but the work is far from finished. It is being 
carried out in the various countries by the increased 
attention paid to monetary affairs, and internationally 
through the experience gained in the manifold relations 
between the central institutions and the member 
countries. 


Mexican Report at ECOSOC 


At the 27th Session of the UN Economic and Social 
Council in Mexico City, Mr. Enrique Pérez Lépez, 
advisor of the Mexican delegation, when commenting 
upon certain aspects of the report by Mr. Per Jacobsson, 
Managing Director of the International Monetary Fund 
(see this News Survey, Vol. XI, p. 309), discussed first 
the economic decline of 1957-58 and the subsequent 
recovery. In their efforts to stimulate demand, industrial 
countries endeavored to use measures which would not 
result in an increase in prices and costs and would not 
discourage voluntary savings. The improvement in 


1958 in the international liquidity position of this group 


of countries reflected a decline in inflationary pressures 
and a pronounced movement of the terms of trade in 
their favor. The consequent increase in reserves made 
it possible at the end of the year for 14 European coun- 
tries to establish external convertibility of their curren- 
cies, which will aid toward eliminating barriers to 
international trade and payments. 

On the other hand, the decline in export prices, the 
increase or maintenance of import prices, and the per- 
sistence of internal inflationary pressures resulted in a 
decline in reserves of underdeveloped countries. The 
sustained decline in their real income associated with 
the deterioration of their terms of trade aggravates the 
problem of growth with stability, particularly since the 
rate of capital formation in these countries is determined 
to a great extent by the demand for raw materials in 
the industrial countries. The magnitude of the foreign 
demand for these countries’ exports will limit their 
economic growth. To reduce the effects of any unfavor- 
able factors and ensure that they should not become 
cumulative, it is essential to generate a satisfactory rate 
of growth within a framework of diversification of 
economic activity. 

Since World War II, underdeveloped countries have 
found it difficult to attain payments equilibrium because 
world demand for raw materials has increased less than 
the demand for manufactured products. If payments 
equilibrium were attained under these conditions, the 


discrepancy between the living standards of underdevel- 
oped and of developed countries would be even greater. 
By expanding credit, some underdeveloped countries 
have tried to offset the decline in export income. In the 
face of declining prices, their ability to attain the desired 
goal without inflation has proved to be very limited. 
The accumulation of reserves in periods of booms for 
use in periods of price declines presents a number of 
practical difficulties for nations in which economic 
development is imperative. Underdeveloped countries 
by themselves cannot solve the problem of stabilizing 
the demand and prices of primary products; the solu- 
tion has to come through international cooperation. 
Economic development has been retarded not only 
by adverse movements in primary commodity prices 
but also by internal inflationary financing of investment. 
The basic inflationary force in underdeveloped econ- 
omies has been an excessive global demand usually 
generated by deficit spending financed through the 
banking system. Through experience, certain under- 
developed countries have learned that inflationary 
financing slows down economic development. It results 
in distortions in the investment, production, and distri- 
bution structure; it discourages voluntary savings; it 
affects unfavorably persons with fixed income; and it 
results in strong pressures on the balance of payments. 
Inflation leads promptly to balance of payments dis- 
equilibrium; cost increases in the export sector discour- 
age the production of export goods, and, to some extent, 
the prices of exports become less competitive in world 
markets; the demand for imports of consumer goods 
increases, and domestic production of import substitutes 
becomes depressed; foreign investment is discouraged, 
and the hoarding of gold and foreign exchange is stim- 
ulated. All this leads to a sustained payments deficit 
and a consequent depletion of external reserves; it then 
becomes impossible to maintain the exchange rate. 
Devaluation by itself does not result in permanent 
equilibrium between external and internal prices; the 
simultaneous application of internal stabilization meas- 
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ures is required. In raw material producing countries, 
where development depends to a great extent on the 
capacity to import capital goods, the test of a success- 
ful stabilization policy is the ability to maintain a stable 
rate of exchange which neither reduces internal eco- 
nomic activity nor requires additional restrictions on 
imports—much less exchange controls. 

The maintenance of an overvalued currency through 
complicated quantitative restrictions on imports and a 
multiplicity of rates has often resulted in a decline of 
exports, a limitation on imports of capital goods, a 
reduced capital inflow, and sometimes even a capital 
outflow. Overvalued exchange rates reduce to a great 
extent the possibility of making the structural changes 
required to produce import substitutes and to promote 
exports. Short-term economic stability depends upon 
fiscal and monetary policies since, in order to attain a 
better equilibrium between demand and existing pro- 
ductive capacity, a redistribution of resources is essen- 
tial. If both government controls on prices and salaries 
and the risk of stimulating uneconomic industries and 
affecting the general flexibility of the economic system 
are to be avoided, such a redistribution of resources 
can be accomplished only on a long-term basis. Mone- 
tary policy is merely a part of a country’s general 
economic policy that is designed to limit total expendi- 
tures to the capacity of growth of available real 
resources. This general policy also includes fiscal and 
nonfinancial measures which permit a better adaptation 
of demand to supply. 

The rate of growth is always limited by the real 
resources available, and an inflationary policy hardly 
increases these resources; rather, it leads to poor utili- 
zation, and instead of promoting progress it delays it. 
Investment must be financed with real savings, both 
internal and foreign. There can be no sound and perma- 
nent economic development with inflation. By insist- 
ently spreading this thesis among the monetary authori- 
ties responsible for economic policy, the Fund has made 
one of its finest contributions to balanced growth in 
underdeveloped countries. 


INTERNATIONAL FINANCIAL NEws Survey, April 24, 1959 


Mr. Jacobsson has correctly pointed out, Mr. Pérez 
Lépez said, that deficit countries must contribute to 
payments equilibrium by taking appropriate measures 
to adapt their own economies to fluctuation. It must 
not be forgotten, however, that the influence of external 
factors makes it especially difficult for underdeveloped 
countries to find a solution to the problem of develop- 
ment with stability. The responsibility for correcting 
payments imbalance has not been equally shared 
between industrial and underdeveloped countries, since 
the limitations placed on demand in developed coun- 
tries have increased the degree of deflation required 
from the deficit countries. Industrial countries have the 
responsibility, as underlined in the Fund report, to 
maintain a high level of production and demand that 
would ensure an adequate level of imports and thus 
contribute to the expansion of world trade. 

The main economic problem today is not the prob- 
lem of recession but that of creating suitable conditions 
for long-term growth. Industrial countries, when fight- 
ing recession, should be guided by international consid- 
erations that would benefit not only other industrial 
countries but also underdeveloped countries. Thus, 
they must endeavor to reduce restrictions on imports 
from underdeveloped countries, eliminate protection for 
certain sectors of production, and increase the flow of 
capital toward the underdeveloped countries. 

In their efforts to recover or maintain equilibrium, 
underdeveloped countries are well aware that stability 
cannot be assured by the efforts of others alone, and 
that development fundamentally depends upon the 
proper use of their own resources and the policies to 
be pursued. While underdeveloped countries do not 
claim a position of privilege, they do wish that multi- 
lateral forms of collaboration among nations might be 
developed to meet the complex problems of balanced 
economic growth. Within its field of action, the Fund 
has effectively contributed to these objectives, and it 
is certain to continue to work toward strengthening 
international economic cooperation. 





Europe 


U.K. Budget 


When introducing the budget for the year ending 
March 31, 1960, the Chancellor of the Exchequer 
reviewed the prospects for the U.K. economy in the 
coming year and stated that he had concluded that it 
would be right to seek through the budget a further 
limited but effective impetus to the expansion of eco- 
nomic activity. He proposed tax changes that would 
cost £295 million in 1959-60, and he estimated an 
“above-the-line” surplus of £102 million. The total to 
be met by borrowing was estimated at £721 million. 


The Chancellor said that he would continue to see that 
monetary policy and, in particular, funding operations 
were held in step with the development of the U.K. 
economic policy generally. 

In the financial year ended March 31, 1959, ordinary 
revenue amounted to £5,480 million, £41 million more 
than had been estimated and £137 million more than 
in 1957-58. Ordinary expenditure was £5,103 million, 
£28 million more than estimated and £183 million more 
than in 1957-58. Supplementary estimates of £193 mil- 
lion, which had been introduced during the year, were 
largely offset by economies and underspending else- 
where. The “above-the-line” surplus thus amounted to 
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£377 million, compared with a surplus of £423 million 
in 1957-58 and a budget estimate of £364 million. 

Payments “below-the-line,” which are authorized by 
continuing Acts rather than by the annual Finance Act, 
amounted to £559 million in 1958-59, compared with a 
budget estimate of £600 million. The main saving was 
in respect of issues to the local Loans Fund; no new 
issues from the Exchequer to this Fund remained out- 
standing on March 31, whereas £65 million had been 
expected. The two biggest increases were in payments 
to the British Transport Commission and advances 
under the Export Guarantees Act. The over-all deficit 
for 1958-59 was £182 million, compared with an esti- 
mate of £236 million and with a deficit in 1957-58 of 
£212 million. 

The need to finance the over-all deficit in 1958-59 
was the main reason for an increase of £143 million in 
the national debt. During the year, the authorities were 
successful in converting the larger part of two major 
maturities (£676 million in 4 per cent Conversion Stock 
1957-58 and £592 million in 2 per cent Conversion 
Stock 1958-59). Of these amounts, £366 million was 
paid off in cash, and it was chiefly because of this cash 
payment, and also because of the over-all Exchequer 
deficit, that the floating debt rose during the year by 
£391 million. This increase, however, was entirely in 
holdings of the departments; the floating debt held by 
the banks and the market generally decreased during 
the year. The decrease in the holdings by the market, 
the Chancellor said, considerably strengthened the 
ability of the authorities to influence future monetary 
developments, but it has not been used to restrict credit 
at the present time; on the contrary, advances made by 
the clearing banks to private borrowers rose in the 12 
months ended March 18 by about £500 million, while 
their net deposits rose by nearly £250 million. 

For the year ahead, the Chancellor said that, on the 
basis of existing taxation, ordinary revenue has been 
estimated at £5,620 million, an increase of £140 million 
over receipts in 1958-59. Ordinary expenditure is also 
expected to increase substantially. The Consolidated 
Fund Services are expected to require £728 million; this 
is £58 million less than in 1958-59, largely because of 
the fall in short-term interest rates and additional 
receipts of interest on “below-the-line” advances. But 
this reduction will be more than offset by an increase 
in expenditure on supply services; such expenditure is 
estimated at £4,495 million, £178 million more than in 
the past year. Thus, on the basis of existing taxation, 
an “above-the-line” surplus of £397 million is estimated 
—£20 million more than the actual surplus in 1958-59. 
Net payments “below-the-line” are expected to increase 
by £193 million, to £752 million; the principal increases 
are in respect of loans to the nationalized industries, 
payments to the Export Credit Guarantee Department 
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mainly for loans, advances to colonial governments, and 
loans to building societies. On the basis of existing 
taxation, expenditure to be met by borrowing would 
amount to £355 million, compared with £182 million 
in 1958-59. 


The principal tax changes proposed are as follows: 
The standard rate of income tax (at present 8s. 6d. on 
the pound) would be reduced by 9d. and each of the 
reduced rates by 6d.; this change would cost £192 mil- 
lion in 1959-60 and £229 million in a full year. The 
three higher rates of purchase tax (60 per cent, 30 per 
cent, and 15 per cent) would be reduced by one sixth, 
which would cost £59 million in 1959-60 and £81.3 
million in a full year. The duty on beer would be 
reduced by 2d. a pint, at a cost of £36 million in 1959-60 
and £40 million in a full year. The present initial 
allowances of 30 per cent on plant and machinery and 
15 per cent on industrial building would be replaced in 
part by investment allowances; the rates of investment 
allowance for the main classes of assets would be 20 
per cent for the new plant and machinery and 10 per 
cent for industrial buildings, and the rates for initial 
allowances would be 10 per cent on plant and machinery 
and 5 per cent on industrial buildings; the extra cost of 
this proposal would be zero in 1959-60 and £9.5 mil- 
lion in 1960-61. The repayment of postwar credits 
would be accelerated and interest would be paid on the 
credits not eligible for repayment. This change would 
cost £71 million in 1959-60. Moreover, enabling pow- 
ers will be sought to permit the repayment of credits by 
statutory order, so that if, later in the year, financial and 
economic circumstances were such as to justify going 
any further, it would be possible to make a proposal to 
that effect. 


When account is taken of all these changes, the Chan- 
cellor estimated that there would remain an “above- 
the-line” surplus of £102 million and that the net sum 
to be met by borrowing would be £721 million, com- 
pared with £182 million in 1958-59. 


Sources: The Financial Times, April 1, 1959, The 
Economist, April 4, 1959, and The Times, 
April 8, 1959, London, England. 


Increase in Denmark's Quofa in the Fund 


The Danish Finance Minister has requested the 
Finance Committee’s sanction for the utilization of 
DKr 428 million (US$62 million) for payment to the 
International Monetary Fund to raise the Danish quota 
in the Fund from US$68 million to US$130 million. 
The Minister has also asked authority to utilize DKr 26 
million ($3.8 million) for subscribing to new shares 
in the International Bank for Reconstruction and Devel- 
opment and for recognition of the commitment to pay 
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a further DKr 701 million ($101.5 million) in connec- 
tion with the increase in the Bank’s capital. 


Source: Bérsen, Copenhagen, Denmark, April 8, 1959. 


Tax-Free Bonds in Finland 


Under a proposal that has been submitted to the 
Parliament by the Finnish Government, interest on 
government bonds issued in 1959 and which are neither 
index-tied nor linked to the value of a foreign currency 
shall not be treated as taxable income for the purpose 
of income and property tax or of municipal taxes for 
the years 1959-62. Neither shall the bonds themselves 
be treated as taxable property for the purpose of the 
income and property tax. 

Source: Hufvudstadsbladet, Helsinki, Finland, April 11, 
1959. 


External Borrowing by Italy 


In a combined operation consisting of issues of $30 
million of bonds in the New York investment market 
and loans equivalent to $20 million each from the Euro- 
pean Investment Bank (EIB) and the World Bank, the 
Southern Italy Development Fund (Cassa per il Mezzo- 
giorno) is borrowing $70 million. The bonds and the 
loans are guaranteed as to payment of principal and 
interest by the Republic of Italy. The transaction marks 
the first borrowing by the Southern Italy Development 
Fund in the New York capital market. 

A group of investment firms headed by Morgan 
Stanley & Co. is offering $20 million of fifteen-year 
5 per cent Sinking Fund Bonds, due May 1, 1974, at 
9742 per cent and accrued interest, to yield approxi- 
mately 5%4 per cent to maturity. Morgan Stanley & Co., 
as agent for the Southern Italy Development Fund, is 
placing $5 million of four-year 4%4 per cent bonds and 
$5 million of five-year 4% per cent bonds with insti- 
tutions including commercial banks. The four-year and 
five-year bonds will be priced at 100 per cent. 

Principal and interest on the bonds will be payable 
in New York City in U.S. currency. The four-year and 
five-year bonds are not redeemable. The fifteen-year 
bonds are not redeemable prior to May 1, 1969, except 
through the operation of a sinking fund, which will 
begin on November 1, 1964 and is designed to retire 
the entire issue by maturity. 

The Cassa per il Mezzogiorno was created by the 
Republic of Italy in 1950 to carry out a large program 
of public works in southern Italy in the fields of agri- 
culture, transport, and public health. The Cassa also 
extends credit and provides other assistance to promote 
the development of agriculture and industry in the 
south. The lire equivalent of the net proceeds from 
the sale of $30 million of bonds will be applied to its 
general program. 
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The loans from EIB and the World Bank will help 
to finance the Mercure thermal electric power project 
south of Naples and two industrial projects in Sicily, 
the SINCAT and CELENE petrochemical plants, both 
near Augusta. The Cassa will relend $18 million to 
the company carrying out the Mercure power project 
and $22 million to a regional agency for relending to 
the industrial concerns. The EIB loan bears interest of 
5% per cent per annum. The World Bank loan bears 
interest of 5% per cent including the 1 per cent com- 
mission which is allocated to the Bank’s Special Reserve. 
Both loans to the Cassa are for a total term of 20 years 
with amortization beginning in 1963. Repayment of the 
industrial loans will be completed in 1971, and repay- 
ment of the power loan will be completed in 1979. 

The loan by EIB, which was established in 1958, 
marks the beginning of its credit activity. This is the 
Cassa’s sixth loan from the World Bank, bringing total 
World Bank lending for the Cassa program to nearly 
$260 million. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, D.C., 
April 22, 1959. 


Middle East 
Trade Agreements of the Sudan 


The first trade agreement to be concluded between 
the Sudan and the U.S.S.R. was signed in Khartoum 
on March 16, following negotiations between a Soviet 
economic delegation, which had been in Khartoum 
since the end of February, and representatives of the 
Sudanese Government. The agreement is for one year 
and is renewable automatically unless either party 
requests its abrogation. It provides for balanced trade 
at £2.23 million either way, with the Sudan exporting 
cotton, hides, nuts, sesame, cottonseed, gum arabic, dry 
dates, ivory, and several minor items against imports 
of machines and equipment, rolled steel, timber, sugar, 
cotton fabrics, cement, and other items. Re-exports 
are not permitted except with the prior approval of the 
exporting country. Prices of commodities shipped must 
be competitive with prices prevailing in leading world 
markets. 

A barter trade transaction with India involving the 
sale of 30,000 bales of Sudanese cotton in exchange for 
light engineering products was announced recently by 
the Sudan Ministry of Commerce. India is the second 
largest customer for Sudanese long-staple cotton. 


Sources: Information Centre of the Republic of the 
Sudan, News Bulletin, Khartoum, Sudan, 
March 19, 1959; Middle East Economic 
Digest, London, England, April 10, 1959. 
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Jordan's Budget for 1959-60 


Estimated expenditure under Jordan’s budget for the 
fiscal year 1959-60 (beginning April 1, 1959) is JD 38.2 
million, an increase of JD 2.7 million over the previous 
year. Income is estimated at JD 30.8 million, of which 
about JD 9 million is to come from internal sources 
and the remainder from foreign assistance, mainly from 
the United States. The excess of estimated expenditure 
over revenue (about JD 7.4 million) is expected to be 
financed mainly from expanded U.S. assistance. 

The allocation for defense is about JD 19 million 
or 50 per cent of total estimated expenditure. The other 
main expenditures are JD 4.3 million for projects super- 
vised by the Development Board, JD 3.9 million for 
education, and JD 2.3 million for public security. 


Source: Middle East Economic Digest, London, Eng- 
land, March 27, 1959. 


Far East 
Foreign Capital in India 


The total amount of foreign capital invested in private 
business enterprises in India in 1958 was Rs 56.2 mil- 
lion (US$11.8 million). Of this amount, Rs 19.9 mil- 
lion was from the United States, Rs 13.6 million from 
Italy, Rs 10.5 million from the United Kingdom, Rs 10.4 
million from Switzerland, and Rs 1.8 million from Japan. 


Source: The Financial 
April 13, 1959. 


Times, London, England, 


Rubber Replanting in Ceylon 


A total of 13,362 acres of rubber was replanted in 
Ceylon during the year ended December 1958 under 
the Government’s subsidized scheme. The total acreage 


replanted during the period 1953-58 was 
acres. 


114,615 


Source: Ceylon News, Colombo, Ceylon, April 9, 1959. 


United States and Canada 
Pattern of Economic Recovery in the United States 


The Wall Street Journal has conducted a survey to 
determine the extent of recovery from the recession of 
14 major industries in the United States. Textiles, rub- 
ber, chemicals, food, construction, and pulp and paper 
have already passed their prerecession levels, while 
automobiles, machinery, and drugs still lag behind. 
Despite general economic recovery, most industries, 
including those which have exceeded prerecession levels 
of output, still have idle capacity. 

The outlook for steel production is uncertain because 
of the possibility of a strike in this industry during the 


second half of the year. The recovery so far has been 
greater than that for most other industries, with output 
for 1959 estimated at 115 million tons, compared with 
117 million tons in the record year, 1955. Automobile 
assemblies are presently about 35 per cent above a year 
ago, but the most optimistic of estimates indicates that 
production in 1959 will not exceed 5.5 million cars 
compared with 6 million in 1957. The value of new 
construction in 1959 is estimated at $52.3 billion, 7 per 
cent above 1958 and 30 per cent higher than the record 
attained in 1955. Housing starts are presently 30 per 
cent above those both in the first quarter of 1958 and 
in 1950, the previous record year. Expenditures on 
highways are expected to be 12 per cent greater than 
last year. Machine tool output, while increasing since 
mid-1958, is not expected to reach soon the high levels 
of 1955-57. On the other hand, output of electrical 
goods, stimulated by demand for television sets and 
stereophonic sound equipment, is expected to recover in 
1959 almost to the record 1957 level. Sales of farm 
machinery are expected to be larger than in any year 
since 1950, reflecting the 10 per cent rise in farm 
income in 1958. The outlook for the food processing 
industry is optimistic, as falling prices have stimulated 
sales. Demand for textiles and apparel has improved” 
sharply, and output is currently about 4 per cent above 
the prerecession level in 1957. Output in the rubber 
industry has also risen sharply in response to the increase 
in automobile production, large sales of replacement 
tires, and hedging purchases against a possible strike 
in the industry. 


Source: The Wall Street Journal, New York, N.Y., 
April 14, 1959. 


Canadian Budget 


Revenues of the Canadian Government in the fiscal 
year ended March 31, 1959 were $4.77 billion, and 
expenditures amounted to $5.39 billion. The deficit of 
somewhat more than $600 million was slightly less than 
had been estimated at the beginning of the fiscal year 
and compares with a deficit of $40 million in the pre- 
ceding fiscal year. Including loans and advances by the 
Government, the total cash deficit, covered mainly by 
an increase in government debt, was $1.26 billion. 
For 1959-60, the budgetary deficit is expected to be 
about $430 million; and, when extrabudgetary needs 
are taken into account, net borrowing requirements 
will be some $850 million. Expenditures are estimated 
at $5.7 million (including the deficit of the old-age 
pension fund), and budgetary revenues at $5.27 mil- 
lion. These forecasts are based on a gross national 
product of $34.5 billion, about 7 per cent above the 
1958 figure (see this News Survey, Vol. XI, p. 322). 
The new budget proposes tax increases for higher per- 





332 


INTERNATIONAL FINANCIAL News Survey, April 24, 1959 


i  —— —————— 


sonal and corporation income, higher excise taxes and 
duties on cigarettes, cigars, and spirits, and an increase 
in the special income and sales tax for old-age security. 
Some changes in deductible medical expenses are pro- 
posed. Import tariffs and duties will be revised for 
certain items. 


Sources: The Globe and Mail, 
April 9 and 10, 1959. 


Toronto, Canada, 


Latin America 


Latin American Regional Market 


At the conclusion in March 1959 of the second ses- 
sion of a Working Group of the Trade Committee of 
the Economic Commission for Latin America (ECLA), 
recommendations were approved which are intended to 
provide a basic operational framework for a Latin 
American Regional Market. These recommendations, 
which carry further the preliminary work undertaken 
by the Working Group a year ago, will be considered 
at the 8th Plenary Session of ECLA in May. (The 
Working Group consists of eight special advisors from 
Latin American countries—Argentina, Brazil, Chile, 
Colombia, Ecuador, Mexico, Peru, and Venezuela— 
and one from the United States.) 

The Working Group has recommended (1) the crea- 
tion of a preferential system of trade between member 
countries and (2) the expansion of external trade, by 
increasing exports of industrial products, and the devel- 
opment of exports of agricultural products and of other 
primary products both within Latin America and to 
the rest of the world. The proposed Regional Market 
will take the legal form of a free-trade zone, with a 
view to its gradual transformation to a customs union. 

The reduction of customs duties and of other similar 
taxes and restrictions will be carried out in two stages, 
the first stage covering a period of ten years. A system 
of differential treatment is proposed in favor of coun- 
tries where industrialization is just starting, so that 
they may participate fully with the more advanced 
industrial countries in Latin America in the benefits 
of economic integration. For this purpose, the Latin 
American countries will be classified on the basis of 
the substitutability of their imports and their export 
potentialities in primary products, capital goods, and 
consumer manufactures. Category A will include coun- 
tries more advanced in the development of capital 
goods and consumer manufactures; Category B, coun- 
tries relatively advanced in consumer manufactures but 
whose production of capital and similar goods is only 
beginning or nonexistent; Category C, countries begin- 
ning the development of consumer manufactures but 
entirely without capital and other manufactured goods. 


The administration of differential treatment will be han- 
dled by specific negotiation in a committee on which all 
members of the Regional Market will be represented. 

All signatories to the Regional Market agreement 
will grant to merchandise and services originating in 
other member countries the same treatment that is 
extended to any other country, either within or outside 
the region. However, this provision will not cover spe- 
cial reciprocal concessions granted to countries with a 
nascent industry or to tariff reductions made in the Cen- 
tral American Common Market. Concessions made to 
other members of the Regional Market may be tempo- 
rarily suspended in emergencies due to serious balance 
of payments difficulties, or when their application would 
seriously disturb some important sphere of a country’s 
economy or provoke serious unemployment which could 
not be absorbed in other industries. 


Source: CEPAL News, Volume IV, Santiago, Chile, 
March 14, 1959. 


Cuban High Denomination Banknotes 


The 500-peso and 1,000-peso notes of the National 
Bank of Cuba will cease to be legal tender and will be 
demonetized on April 30, when they will begin to be 
withdrawn from circulation. Within the period of with- 
drawal from circulation, these banknotes may be 
exchanged through commercial banks acting on behalf 
of the National Bank. It is understood that new notes 
of a different color from the current ones will be issued 
later. 


Source: The Times, London, England, April 10, 1959. 





Fund Alternate Executive Director 


Mr. André Feuché, Financial Counselor in Tunis, 
has been appointed Alternate Executive Director of the 
Fund for France, as of April 15, to succeed Mr. Marcel 
Théron. 
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